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MEMORANDUM

To:

From:

Subject:

Date:

Bob Atkinson, Doug Galbi, Michael Kende, Don Stockdale, Pat De Graba
Johnson Garrett, Robert Pepper, Quyen Truong, Jennifer Fabian, Jake
Jennings, Bill ~ogerson, Jon Wilkins

Jeff Rohlfs

Telcomp Model

March 29, 1999

Enclosed is a copy of our revised Telcomp model. The new model (version 1.3) is up on

our Web site www.spri.com. We have revised the model in response to your comments at our

meeting of March 4, 1999. The revisions are as follows:

I. The model now includes customer-acquisition expenditures. We presume that the

CLEC will collect installation charges from its customers in order to limit chum. All the

revenues from installation charges are applied to offset customer-acquisition costs. They are not

included in model revenues. The installation charge might, for example, be part of the

commission paid to the salesperson who made the sale. The model also provides for additional

customer-acquisition expenditures. The default value for these additional customer-acquisition

expenditures is $25 per access line. Customer-acquisition expenditures are applied to total

inward movement (including chum) - not just net gain.

2. The model now includes getting-started expenditures, which are made in the first

year of operation. These expenditures are in addition to the expenditures for customer

acquisition, described above. The default value for start-up expenditures is $500,000 for the

Atlanta LATA.

3. The default value for (other) SG&A expenses is now 25 percent of gross revenues

(apart from the CLEC's installation charges). This amount is in addition to the customer-
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acquisition expenditures and start-up expenditures, described above. SG&A expenses should be

interpreted to include any discounts, relative to BellSouth's prices, that the CLEC offers its

customers.

As we mentioned at the meeting, the model can help evaluate whether particular UNEs

are necessary and whether their unavailability would impair competition - the criteria under

Section 252(d)(2) of the 1996 Telecommunications Act. In our model runs, a CLEC can quite

profitably offer local exchange service using only UNEs associated with loops (including loop

concentrators) and dedicated transmission facilities. In those runs, other UNEs (e.g., switching

and common transport) are not necessary and their unavailability would not impair the ability of

the CLEC to provide local-exchange service.

Enclosure

cc: B. Blau
K. Levitz
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Results of its Application to the Atlanta LATA

March 29,1999

L Overview

The TELCOMp© Model calculates the costs and revenues that a competitive local

exchange carrier ("CLEC") would experience if it provided local service utilizing unbundled

network el6Rlents ("UNEs") for loop distribution and interoffice transmission, but provided its

own switching equipment. The core of the model relies on clear and unambiguous data, such as

locations and sizes of wire centers, existing traffic volumes, current revenues per line, and UNE

prices. The model is also intended to yield conservatively high costs, precisely to dispel

concerns that it may be overly optimistic about the economics of intraLATA competition. All of

the direct costs incurred by a CLEC - payments to the incumbent local exchange carrier

("ILEC") for network elements and capital costs for owned equipment - are included. Both

recurring and nonrecurring costs are calculated, with the latter being spread over the life of the

installation in a manner similar to the treatment of capital costs. Revenues associated with the

services supported by the modeled network are also calculated. Operations, marketing and other

support costs are not specifically modeled, but are estimated as a percentage of revenue. The

model can also accommodate as inputs costs associated with starting the business and customer

acquisition costs.

Various marketing strategies can be analyzed, including targeting all customers in the

LATA, all customers served by selected wire centers, or focusing service offerings to attract a

larger proportion of high-revenue customers.
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The model also includes variables to take account of possible synergies between the

CLEC business and the interexchange business. These synergies apply to both marketing and

production. Because of these synergies, the CLEC business may be more attractive for inter

exchange carriers ("IXCs") than for other entrants.

II. Model Structure and Key Assumptions
The specific system architecture is shown in Figures 1 and 2. Figure 1 details the net

work layout, showing what kinds of facilities are used to provide the various required service

elements. Figure 2 is a detailed diagram of the wire center configuration at each ILEC central

office ("CO"), including the specific network elements that need to be obtained by the CLEC,

and the equipment that needs to be placed in collocation space. The primary structural

assumptions are as follows:

1) The CLI~C will provide service everywhere in the LATA or some specified subset of

it. It will stand ready to serve all customers in the defined areas, but may achieve

different penetrations for different customer groups (grouped by business/residence

and revenue stratum) depending upon its service offerings and pricing.

2) The CLEC will always use unbundled loops to reach its customers. It then neces

sarily collocates at the serving wire center. It also obtains a loop concentrator

~ located at the serving wire center as an unbundled network element.

3) The CLEC uses DS-l lines as UNEs to connect the serving wire center with its own

serving switch. This is a high-cost assumption, since there may be cases where the

CLEC could reduce costs by providing its own facilities or obtaining them from

facilities-based CLECs, which may cost less than facilities obtained from the ILEC

at UNE rates.

4) The CLEC will provide its own switches.

5) The CLEC will interconnect its own switches, if it has more than one, using leased

DS-I facilities obtained as UNEs. As is the case in item 3) above, this is a high cost

assumption. There may well be a more cost-effective ways for a CLEC to obtain

these facilities. In the analyses run to date, however, the switch cost function used
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has led to a single switch configuration in all cases, so there have been no costs in

this category.

6) The CLEC will provide trunks, again using leased DS-I facilities, to deliver traffic

terminating at the ILEC to the ILEC's terminating wire center.

7) Similarly, calls originating at an ILEC switch and terminating on a CLEC switch will

be delivered to the CLEC at the originating wire center.

Figure 1
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Figure 2

Wire Center Configuration
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Note: Figure 2 shows two POT bays for clarity of exposition. There is actually only one
POT bay in each collocated space, but each line that enters the collocated space
transits the POT bay twice.

8) If the CLEC is an interexchange carrier, it may provide interexchange service in

conjunction with its local service. In this case, it will incur additional expenses and

reap additional revenues to the extent that new interexchange customers are attracted.

III. Cost Calculations
Using the above network structure and appropriate input data, the model calculates the

following:

I) The costs ofconnecting the customers' premises to the fLEe central office.

This is simply the cost of an unbundled loop, containing both a non-recurring and

recurring component.
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2) The costs ofa loop concentrator.

The loop concentrator is a device that multiplexes individual lines into DS-l bit

streams and also provides for line concentration of as much as two to one. In

particular, the loop concentrators offered by BellSouth will accept as many as 96 lines

and concentrate them onto two DS-l lines. In our current model runs, because there

. may be areas where the traffic is too heavy to permit the two-to-one concentration, we

have conservatively assumed that 80 loops are multiplexed onto the two DS-l

channels. The costs that are incurred are the cost of the loop concentrator itself,

which contains both a recurring and nonrecurring component, plus a per-line charge

for each loop connected to the loop concentrator, denoted as a "CO Channel

Interface."

3) The costs ofcollocation at the wire center.

This is a complex area, and may vary among ILECs. The structure assumed here

f~llows the BellSouth method of collocating. Examining the wire center configura

tion in Figure 2, it can be seen that the loop and the loop concentrator are inter

connected by the ILEC outside of the collocated space. The DS-l s that emerge from

the loop concentrators transit a DSX frame to cross-connect to the collocated space.

A point of termination ("POT") bay serves as the interface between the ILEC network

and the collocated space. The only equipment that the CLEC need purchase is a DSX

frame to connect the DS-I s coming from the loop concentrator to the outgoing DS-l

line which ultimately connects to the CLEC switch. This connection to the outgoing

line again transits the POT bay and a DSX frame. (Figure 2 shows two separate POT

bays for clarity of exposition. In actuality, there is just one POT bay for each

collocated space, which the connections described here transit twice.) There is a

small charge for each transit of a POT bay or a DSX frame. The situation is similar

for trunks connecting the CLEC switch with the ILEC switch in the building. These

trunks are designed to carry traffic in both directions between the ILEC and the

CLEC.

It should be noted that this architecture precludes the need for the CLEC to

dispatch to the collocated space unless the CLEC elects not to pre-wire and pre-
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inventory its collocated equipment. All additions, rearrangements and trouble

isolation at the OS-O level are done by the ILEC, since the CLEC does not have

access to the individual OS-O channels at this location. It is also assumed, since the

OSX frame is virtually a passive device, that the collocation space is "cageless"

which eliminates the need for a minimum square footage charge. The charges for col

location, in addition to the OSX cross-connects and POT bays mentioned above, com

prise a one-time "application fee" and square footage costs. There are also charges

for power, but since the OSX is virtually passive, these are negligible in this case.

The amount of space is calculated based on the number of OSX frames. A OSX

frame, or bay, contains up to ten panels, each of which can accommodate ten OS-l

lines. Thus, the number of OSX bays in a central office can be calculated from the

number of OS-l lines that transit the collocated space. Each OSX frame requires

approximately 7.5 square feet of space, which includes enough space to work on the

Mit.

4) The costs ofconnecting the wire center to the CLEC switch.

These costs are calculated based on the UNE prices for dedicated interoffice

facilities. UNE prices include a fixed charge per OS-l and a mileage charge. For all

central offices other than the serving wire centers of CLEC switches, there is also a

local channel charge, which is not mileage-dependent.

5) The costs to the CLEC ofproviding the switch to serve its customers.

Since the CLEC is providing its own switch, the cost of switching is a capital

cost. The cost of a switch is described by a formula of the form A+Bx+Cy, where A,

B and C are parameters, x is the number of unconcentrated lines, and y is the number

of trunk terminations. The maximum number of lines plus trunks is given by a

parameter, M. The default values are $900,000 plus $75 per line and $75 per trunk.

The trunk and line costs are assumed to be the same because many of the "line card"

functions actually take place at the loop concentrator. The maximum size is assumed

to be 100,000 lines plus trunks.
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6) The costs ofinterconnecting the CLEC switches, ifthere is more than one.

It is assumed that the switches are fully interconnected with trunk groups engi

neered for I-percent blocking in the busy hour and carried on DS-l facilities obtained

from the ILEC at UNE rates. We assume that every call is carried (if necessary) to

the POP nearest to the terminating CO. Costs include an interoffice facility and two

local channels for each channel between POPs. However, since the cost model used

for switching in this version of the model assumes a substantial getting-started cost

and a large maximum size, a single switch configuration is always optimal for the

CLEC at the penetration levels examined (5 percent).

7) The costs ofcarrying traffic between the fLEC and the CLEe.

This is the cost of the trunks that carry traffic from the CLEC switch to the ILEC

terminating wire center, and from the originating ILEC switch to the CLEC switch.

In order to avoid common transport and switching charges, it is assumed that the

CLEC provides trunks, leased at UNE rates, from its switch to the ILEC switch where

the call is to terminate. Similarly, in order to avoid requiring the ILEC to carry local

traffic to a possibly distant CLEC switch, it is assumed that originating ILEC traffic is

handed off to the CLEC at the originating wire center and utilizes these same trunk

groups. These trunks are also engineered for I-percent blocking in the busy hour. As

in the case of the facilities connecting the loops to the CLEC switch, these trunks will

incur interoffice dedicated transport and local channel charges as appropriate. Al

though these facilities connect the same locations as the lines between the customers

and the CLEC switch, they do not share the same DS-l lines.

We assume that the traffic volume to and from the ILEC is equal. Under most

interconnection agreements, the charges for call completion at the terminating switch

are equal. Thus, net charges for call completion is zero. In practice, CLECs can (and

do) improve their results by targeting customers with a high proportion of terminating

traffic, such as Internet Service Providers. We do not, however, consider this.

8) Total network cost ofproviding service.

The sum of the above, including depreciation of capital expenditures, amortization

of non-recurring charges, and interest payments for both, is the total direct cost of
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providing local exchange service, exclusive of administration, billing, and marketing

costs.

9) Other costs:

A number of non-network costs are considered, so that a realistic estimate of the

total profitability of the business can be obtained. These are:

a. "Business getting started cost." This represents those costs, other than network

costs, which must be incurred to initiate the business. This is given as a single

quantity, and is expended in the first year of operation. The default value is

$500,000.

b. "Customer acquisition cost." This represents the marketing effort, whether by

direct marketing or mass marketing, that is expended to capture a customer. It is a

one-time cost per line, expended at the time of service commencement for that

customer. The default value is $25 per line. This amount is in addition to any

- installation charges that the CLEC charges its customers. It should be noted that

customer "chum," that is, disconnects of old customers and connections of new

ones, will lead to customer acquisition costs, as well as installation costs. Thus, if

the amortization life of a loop (in the default case), is 2.5 years, then the customer

acquisition and unbundled loop non-recurring costs are increased to account for

40 percent"chum."

c. "Sales, General and Administrative ("SG&A")." This is expressed as a per

centage of gross revenue, and includes any discounts or sales incentives (other

than the customer-acquisition costs described above) adopted to attract new

customers. The default value is 25 percent of revenue.

10) The revenues to be realized by the CLEe.

This includes all local, intraLATA toll, and vertical service revenues as well as

interLATA access charges. It does not include private lines, terminal equipment,

inside wire, or any other revenue which depends on equipment or facilities which are

not included in the cost model. It also does not include installation revenues, which

are treated as an offset to customer-acquisition costs.
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11) Additional revenues and costs associated with interexchange operations.

Interexchange revenues are assumed to supplement the CLEC's local revenues.

The costs of interexchange operations are estimated based on financial data from

AT&T and MCI. Allowance is made for the high marketing and overhead costs of

the interexchange business.

12) Cash flow for each year ofthe ramp-up period.

13) Profit (or loss) for each year ofthe ramp-up period.

14) Rate ofreturn over the study period.

The input data required for TELCOMpCi are listed in Attachment 1. The cost model is

implemented in the computer language Mathematica™, and can be downloaded, along with

descriptive material and a user's guide, from the SPR website, at www.spri.com.

IV. Results
The model was run for the entire Atlanta LATA, using BellSouth UNE and collocation

prices. Tables 1 through 5 are the input and results portions of the program as it appears on the

website. The input data and assumptions are given in Tables 1 and 2. The section of Table 1

labeled "Prices of Unbundled Elements" contains the critical cost information normally

:i contained in the ILEC UNE price list, and the numbers are the prices for Georgia. Similarly, the

revenue information in the "Customer Input" section of Table 2 is actual data from Georgia. The

rest of the inputs are parameters that can be selected by the user to test the implications of

various operating assumptions.
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Table 1

INPUT DATA I

The TELCOMP© Model v1.3 (rei. 26 Mar 1999)
LATA: Atlanta GA; POP locations: Mel Worldcom

Model Input Values

Target Markets
----1

1
=001 number of residential deciles targeted by CLEC

. number of business deciles targeted by CLEC

262
16.51

0.9016
308.13

76.33
42.54
31.33
38.36

0.45231
78.47

16
2.4

312.89
111.75

3850
310
54

7.5
100

20000
0

0.01
80

7.5
900000

75
75

100000
0.0033
0.0119
0.0333
0.0119

25
500000

0.25

Prices of Unbundled Elements
price of a loop multiplexer ($/mo)
price of an unbundled loop ($/mo)
price of a loop crossconnect ($/mo)
non-recurring price of the first loop multiplexer at CO ($)
non-recurring price of an additional loop multiplexer ($)
non-recurring price of the first loop at CO ($)
non-recurring price of additional loops at CO ($)
price of a DS1 local channel ($/mo)
price per mile of a DS1 interoffice channel ($Imile/mo)
price of a DS1 interoffice channel termination ($/mo)
price of two DS1 collocation crossconnects ($/mo)
price of two DS1 collocation POT bay connections ($/mo)
non-recurring price of a DS1 local channel ($)
non-recurring price of interoffice DS1 facility termination ($)
application fee for collocation at each CO ($)
non-recurring price of first pair of DS1 cross-connects for collocation ($)
non-recurring price of additional pairs of DS1 cross-connects for collocation ($)
price of collocation space ($Isq ftImo)
price of collocation space preparation ($)
price of DS1 cross-connect (DSX) bay ($)
price of number portability ($/molline)

Model Parameters
blocking probability
loops per loop multiplexer
square feet per DSX bay
fixed cost of switch ($)
switching cost per line ($)
switching cost per trunk ($)
maximum switch size (lines + trunks)
monthly maintenance expense / gross investment
monthly depreciation expense / net plant
monthly amortization rate for non-recurring loop costs
monthly amortization rate for other non-recurring costs
customer acquisition expenditures net of installatiQn charges ($/Iine added)
start-up expenditures ($)
other sales costs (including price discounts) and G&A costs / revenues
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0.027
0.6

0.021
0.1
1.8
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Table 2

INPUT DATA II

InterLATA Toll Assumptions
Does CLEC provide interLATA toll? (1 if Yes. 0 if No)
price of interLATA toll (S/min)
price of access ($/min)
fraction of interLATA toll revenues going to CLEC
marginal non-capital cost of interLATA toll (S/min)
marginal capital expenditure of interLATA toll (S/min)
access minutes per conversation minute

Customer Inputs

0.0056
0.0167
0.0278
0.0389

0.05
144908389

CLEC Penetration by Year
year 1
year 2
year 3
year 4
year 5
total ILEC revenue in area served by CLEC ($/yr)

Georgia Revenues by Customer Decile ($/yr)
res total res access bus total bus access

16174310 8112213 10759780 3429897
12111822 4396874 8306875 1314614
10671772 3204553 7766511 995237
9785495 2495319 7465744 819394
9068810 1871477 7064682 571568
8452885 1351130 6704675 486527
7894335 902803 6172902 324532
7424501 530548 5741597 201090
7073853 246349 5149529 90551
6688134 51992 4793337 8351

residential loops in Georgia
business loops in Georgia
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The results are given in Tables 3 through 5. Most of the parameters are the same in the

three cases. All use the basic Georgia cost and revenue information, assume a five-year ramp-up

period, 5 percent penetration of targeted markets, and the other input parameters shown in Tables

I and 2. The only difference is in the business strategy.

Table 3 is the base case. It assumes that all business and residential customers in the

LATA are targeted equally, and no benefits from additional inerLATA traffic are obtained. Even

in this, which is the least favorable case examined, the business is quickly profitable. It shows

positive profits in the second year, positive cash flow in the third year, and full recovery of all

investments by the fifth year. The overall rate of return for the business is 42 percent.

Table 3

Results - All Customers Served,
Long Distance Not Included

Results by Year

Year 1 Year 2 Year 3 Year 4 YearS
lines in service 17.050 51.151 85.254 119.351 153.459
lines added 17.050 40.921 54.563 68.199 81.848
SG&A cuslomer acquisition expend~ures $426.250 $1.023.025 $1.364.085 $1.704.965 52.046.210
SG&A slllr1-up expenditures S5OO.000 SO SO SO SO
SG&A other expensesl1inelmonlh $11.80 $11.80 $11.80 $11.80 $11.80
total .-on< expensesllinelmonlh $36.08 $31.09 $30.25 $29.72 $29.40
total capital expendiluresl1inelvear $427.44 $120.89 $93.52 $67.00 $57.92
total deprecialoo. emOltiz8lOO & meinlenancel1ine1monlh $7.37 $4.89 $4.27 $3.93 $3.73
total revenuel1ine1month $47.22 $47.22 $47.22 $47.22 $47.22
lotal capital expenditures per year $7.287.907 $6.183.786 $7,973.000 $7.996.550 $8.887.885
lotal capital expenditures per Iina added per~ $427 $151 $146 $117 $109
lotal revenue per ye. $9,660,317 528.981.517 $48,303,851 $67,622,785 $86.947.951
Iota' expenses per year $9,797,902 $26,330,941 $43,020,474 $59,472.866 $75,870,894
profit per y.. ($137.5851 52.650,576 $5,283,377 $8,149,918 $11,077,057
cash flow per y.. ($6,277.852) ($1.477,447) 5351,430 $3.993.563 $6,793,039
cumulative cash l10w ($6.277.852) ($7.755.298) ($7,403.868) ($3.410,305) $3,382,734

rale of retum 41.59%

Parameters

number 01 POPs 1
residential UHrS 10 dec:iles
business users 10 dec:iles
central offoces (COs) included 108
objective penetra1ion rale after 5 years 5%
ramlHJp period 5 years
OOg distance included (1 t Yes. 0 ~ No) 0

Table 4 represents a more likely business strategy, in which the CLEC targets all business

and the highest-revenue 30 percent of residential customers. Predictably, this improves results

significantly. In this case, both profits and cash flow tum positive in the second year, and all
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investment is returned by the third. The overall rate of return increases to 87 percent. It is

significant to note that, although the total revenues in this case are less than in the base case, the

total profits are greater. This implies that the CLEC would not merely have a lower return, but

would actually lose money on the additional residential customers it serves in the base case.

Table 4

Results· Selected Customers Served,
Long Distance Not Included

Results by Year

Veari Vear2 Vear3 Vear4 Vear 5
lines in service 9,323 27,967 ~,615 65,264 83,910
lines lidded 9,323 22,373 29,835 37,295 44,752
SG&A: cu.lomer lICQUis~ionel108flditures $233,075 $559,330 $745,870 $932,375 $1,118,790
SG&A: S1tlrt-<lP expenditures $500,000 SO SO SO SO
SG&A other expensesl1ine1monlh $14.91 $14.91 $14.91 $14.91 $14.91
total network eXl*\.esI1ine1month $43.29 $3405 $32.13 $31.27 $30.96
total capdal expendilurellline/year $655.99 $129.91 $87.85 $69.59 $70.78
Iotal deIlrec:ialion, emortiza1ion & mainlenancel1inelmonth $10.64 $5.77 $4.74 $4.27 $4.15
total revenuel1inelmonth $59.64 $59.64 $59.64 $59.64 $59.64
lolal caoiIal exoenditures oar vaer $6,115,773 $3,633,262 $4,095,280 $4,541,499 $5,938,877
lolal capdal expenditures per ~ne lidded per year $656 $162 $137 $122 $133
lotal revenue per year $6,672,100 $20,014,867 $33,360,498 ~,706,844 $60,051,043
total expenses per ye.. $6,511,548 $16,431,617 $26,311,681 $36,165,822 ~,186,365

proIiI per ye.. $160,552 $3,583,251 $7,048,816 $10,541,022 $13,864,678
ca.h flow per year ($5,025,806) $1,363,803 $4,821,943 $8,294,691 $10,759,731
cumulative cash flow 1$5,025,806 ($3,662,003 $1,159,940 $9,454,631 $20,214,363

rata of return I ".12%\

Parameters

number of POP. 1
residential usen 3 deciIes
busw-.u..... 10 deciIea
central otIices (COs) included 108

ation rate after 5 ye... 5%
rem 5vean

Ilona distance included 1. Ves, 0 WNo 0



- 14 -

Table 5 shows the best case. In this strategy, best suited for an IXC, not only are the

markets stratified as in the case above, but it is assumed that the CLEC obtains interLATA

business from some of the customers for whom it provides local service. It is likely that if the

CLEC is also an IXC, virtually all of the customers using that CLEC would also use it for

interLATA service. Some of these CLEC customers, however, might already have been

customers of the IXC before it offered local service, and their business cannot be counted as

incremental to the provision of local service. In the case tested, this fraction of customers that

switch to the CLEC for interLATA traffic is assumed to be 60 percent. This leads to even more

favorable results. The business is profitable in the first year, cash flow is positive in the second,

and all investment is returned by the third. The overall rate of return on investment for the five

year period is 153 percent.

Table 5

Results - Selected Customers Served,
Long Distance Included

Results by Year

V••r1 V••r2 V••r3 V••r" V••rS
line. in HNice 9,323 27,967 046.615 65,264 83,910
I... .clded 9,323 22.373 29,835 37,295 44,752
SG&A: alItDmer -=auililion.~•• $233,075 $559,330 $745,870 $932,375 $1,118,790
SG&A: Nrt-<lD exoendilurel S5OO.000 so so so so
SG&A: olher exll8nlelilineimonlh $18.61 $18.61 $18,61 $18.61 $18.61
total neIwol1< $046.94 $37.69 $35,75 $34.89 $34.56
total C8DitlII expenditl.nllllineiYea- $672.19 $1Ml.71 $94.33 $7~.22 $7~.38

total
..

, emortization & mainl_nceI1ineImonlh $10.88 $6.01 $U7 $4A8 $4.35
total revenuellinelmonlh $7~.44 $7~.44 $7~.44 $7~.44 $74.44
Iotal capilli - $6,266,794 $3,935,272 $4,397,~ $4,843,590 $6,2Ml,919
Iotal .. IllIr line .clded oer veil' $612 $176 $1~7 $130 $139
Iotal re........ _ va.- $8,328,~98 $2~,983,708 $41,~2,~92 $58,302,169 $74,959,165
total. $7,333,836 $18,895,222 $3O,~11,234 $41,896,503 $53,543,704

profit - ye.- $994,663 $6,088,486 $11,231,258 $16,Ml5,665 $21,415,462
calh flow IllIr \IN/' ($4,321,1~2 $3,628,665 $8,798,295 $13,982,672 $18,159,132
cumulllliv. call flow ($4,321,142) ($692,~76 $8,105,819 $22,088,491 $Ml,247,623

rat. 01 return I 153.01%1

Parameters

mmber 01 POPs 1
residential users 3 decile.
businels users 10 decile.
centralotlioes (COs) included 108

lobiec:Iiv. __lion rate 8ft.. 5 yeaII 5%
ram 5v.....

(long distance included (1 WYes, 0 I No) 1



- 15 -

All of the scenarios reported here were based on a five-year ramp-up period. Although

this seems like a reasonable rate, it is possible that some carriers may wish to develop their

market more rapidly. Such a course is not likely to change the bottom line very much, although

it will, of course, require a more rapid infusion of capital. Indeed, a previous, simpler model

which merely took a "snapshot" of the situation at full deployment, which did not consider non

recurring costs or long distance, and which assumed a rate of $2.50 per line per month to cover

all collocation costs, generated recurring costs for the non-LD cases which are virtually identical

to those reported here at full deployment. I We may thus conclude that line-related costs such as

the unbundled loop, the loop concentrator, the related OS-Is and the switch, along with the

revenues per line, dominate the calculations. More precision in other parameters will not alter

the basic conclusions.

It seems clear from the above analyses that the availability of UNEs at the listed prices

provides ample opportunity for a prospective CLEC to enter the local exchange business in the

Atlanta LAlA. However, it may be useful to make a few observations about some implications

of the model and other issues that could affect the practical ability of a CLEC to enter the market.

First of all, we have selected the objective penetration - approximately 5 percent - on

the basis that anything smaller would not be meaningful in demonstrating the possibility of

effective competition, while anything larger would yield an even more favorable result. It was

also felt that a true competitive presence would be best demonstrated if the CLEC operated in the
• entire LATA, which comprises 108 wire centers. Previous experiments had shown that restric-

tion to a subset ofwire centers would not, in any event, materially affect the results.

Similarly, it was anticipated that competition would certainly be said to exist if the CLEC

served all segments of the population equally. Hence the "10, 10" scenario. Recognizing that

this is an unlikely business strategy, however, a case was examined assuming targeted marketing

plans which would be more attractive to certain demographic groups, measured by revenue -

the "10, 3" scenario.

Implementing Section 27J; Private Gain vs. Public Harm, prepared by SPR on behalf of BeliSouth Tele
communications, August 18, 1998.
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Nonrecurring costs have been calculated and amortized so they can be accounted for as a

cost of doing business, and provide part of the costs to be offset against the revenue. They are

also considered as part of the cash flow analysis.

Support costs, including marketing, billing, customer service and the like, can vary

enormously, depending upon whether the entrant is a company such as AT&T, which already has

a substantial presence in the local market, and people, facilities and billing systems in place; or

whether it is a company that must start from scratch. Furthermore, all the parties that have

specific knowledge of these costs have great incentives to overstate or understate them. Hence,

such costs are subject to intense debate. They cannot be firmly estimated, so .we have developed

results assuming: that the so-called SG&A expenses are equal to 25 percent of revenues, a ratio

which is typical of communications carriers; that there is a certain "getting started cost" for the

business; and that there is an acquisition cost per customer.

There has been much discussion during the course of the various "271" proceedings

about the adequacy of the ILECs' operations support systems ("aSS"). This problem is

'mitigated, but not eliminated, by the serving architecture selected for the model. The only

BellSouth ass system which is needed to support this architecture is the provisioning system.

Several different types of connections must be provisioned, as follows:

• Collocation and DS-l lines.

The collocation space is provided only once in each wire center, and subsequent..
.. operations are only required when DS-l lines are added. Normal ordering and

inventory procedures (e.g., the CLEC will generally order several DS-ls at a time to

cover its forecasted needs for some future interval) should keep the number of

provisioning events to a minimum for DS-l lines and associated cross-connects.

• Individual customer lines using unbundled loops.

This is the area where there is the most concern about the adequacy of BellSouth's

systems. However, the scenario represented by the TELCOMP model evidences a

level of activity which is so small compared with BellSouth's ordinary connect and

disconnect activity that it strains credibility to question BellSouth's ability to meet the

demands.
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Significantly, since no shared network elements, such as switching elements or common

transport, are required, the provisioning and billing systems currently in use can, with modest

modification, be used to support CLEC operations. If shared elements were included, they

would require provisions for measuring and billing items which are not normally rrieasureq and

billed, a far more cumbersome process than dealing with discrete network elements such as loops

and DS-l lines.

Finally, as mentioned above, the CLEC has ample opportunity to reduce costs still further

through selective deployment of its own facilities. In addition, there is an opportunity in the

serving scenarios we have outlined here for the CLEC to offer advanced services (which are

largely switch-based) and capture the corresponding revenues.

v. Conclusions
We conclude from this analysis that, under the existing arrangements for interconnection

and leasing of UNEs, a large CLEC, particularly an interexchange carrier, can profitably provide

local service in the Atlanta LATA in any of a number of ways. It can make a profit by serving

all customers equally, a greater profit by targeting its offerings to high-revenue customers, and

even greater profits by integrating local service with interexchange service.
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Attachment 1

Data Required for TELCOMp© Model

A. For each wire center:

1. Name (CLL! Code or other);

2. V&H Coordinates (location);

3. Number of business lines in service;

4. Number of residential lines in service;

5. Originating intraLATA and local minutes of use ("MOD"); and

6. Originating IntraLATA busy hour traffic volumes in erlangs (to be inferred from

monthly MOD by dividing by 12,000);

B. For the region as a whole:

1. V&H Coordinates ofCLEC POPs (MCI Worldcom POP location as default);

Unbundled loop prices (in some jurisdictions this may vary by wire center, but

Georgia has a single rate);

Interoffice DS-l UNE rates;

DS-l local channel UNE prices;

Loop concentrator UNE prices;

Collocation charges;

Interconnection prices;

Number portability prices;

Total business revenue, including local service, local usage, intraLATA toll, SLC,

vertical services and interLATA access;

10. Total residence revenue, including local service, local usage, intraLATA toll,

SLC, vertical services and interLATA access; and

11. Distribution of business and residence revenues by customer.

2.

3.

4.

5.

• 6.

" 7.

8.

9.
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C. Assumptions about competitor's network and services:

1. Fraction of lines served by CLEC (penetration of target market);

2. Target markets selected, by revenue group (e.g., all business, top 30 percent

residential);

3. Capital cost for switching equipment;

4. Capital cost of DSX frames;

5. Cost of capital;

6. Depreciation lives for switching and other capital equipment;

7. Switch maintenance factor;

8. Amortization rate for non-recurring loops costs;

9. Amortization rate for other non-recurring costs;

10. Loading factors for billing, marketing, etc.;

11. Ramp-up period;

12. - G & A costs as a fraction of revenues;--

13. "Business getting started" cost;

14. Acquisition cost per customer;

15. Churn rate;

16. Additional interexchange customers served;

17. Additional interexchange revenue; and

•
'"

18. Additional interexchange costs.


